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Abstract: 
  Income taxation is one of the various ways of raising revenue for the Government. There is enough 
evidence to show that taxes on income were levied since ancient times. The great aims of human 
endeavor have been classified as being ‘Dharma’, Artha’, Kama, and ‘Moksha’, According to 
Kautilya’s Arthashastra an ancient treatise on the study of economics, the art of governance and 
foreign policy. Artha has much wide are significance than wealth. An important part of the 
Arthashastra is the science of economic’, which, inter alia, includes taxation, revenue collections, 
budget and accounts. A list of taxes and dues is found in this treatise, which describes the duties of 
the chancellor and the officials responsible for revenue collection. The treatise also shows that taxes 
were collected in kind – grains, cattle, gold, forest produce, and so on. 
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Introduction: 
            India has a well-developed tax structure with clearly demarcated authority between Central 
and State Government and local bodies. Central Government levies taxes on income (except tax on 
agricultural income, which the State Governments can levy), customs duties central excise and 
service tax. Indian taxation system is highly organized and well developed. The entire tax structure 
of the country is managed by a three-tier federal arrangement, comprising of the Union Government, 
the respective State Government and the various Local Bodies. Keeping in accord with the 
provisions of the Indian Constitution, the authority and power to levy various taxes and duties is 
distributed amongst these three Governmental tiers, in a planned manner. The Central government 
holds power to charge taxes like Income tax, Custom duties, central excise and service tax. On the 
other hand, the state governments are empowered to levy taxes the VAT (value added tax) sales, tax, 
stamp duty, land revenue state excise and tax on professions, state government can also impose taxes 
on various agriculture incomes. 
Income taxes or taxes levied on the income of an individual or any legal entity have been there for 
hundreds of years. They are a form of direct taxes. Income taxes can be classified an progressive, 
refers five or proportional and can be broadly divided into individual or personal income tax and 
corporate income tax. For purposes of administration of income tax, individuals may be classified as 
residents, non-residents or not ordinarily residents in India, Non-residents enjoy grater benefits than 
not ordinarily residents in India who may have to pay taxes on their foreign income if it arises from a 
business controlled in or profession set up in India. The Government of India has entered into 
agreements with many national governments over the years to prevent its citizens being subjected to 
double taxation in those countries where the foreign income is earned. 
History of Taxation in India: 
          In India the system of direct taxation as it is known today has been in force in one form or 
another even from ancient times. There are references both in Manu Smriti and Arthshastrato a 
variety of tax measures. Manu, the ancient sage and law-giver stated that the kind could levy taxes, 
according to Sastras. The wise sage advised that taxes should be related to the income and 
expenditure of the subject. He however, cautioned the king against excessive taxation and stated that 
both extremes should be avoided namely either complete absence of taxes or exorbitant taxation. 
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According to him, the king should arrange the collection of taxes in such manner that the subjects 
did not feel the pinch of paying taxes. He laid down that traders and artisans should pay 1/5th of their 
profits in silver and gold, while the agriculturists were to pay 1/6th ,1/8th and 1/10th of their produce 
depending upon their circumstances. The detailed analysis given by Manu on the subject clearly 
shows the existence of a well – planned taxation system, even in ancient times, not only this, taxes 
were also levied on various classes of people like actors, dancers, singers and even dancing girls. 
Taxes were paid in the shape of gold- coins cattle, grains raw- materials and also by rendering 
personal service. Most of the taxes of Ancient India were highly productive. The admixture of direct 
taxes with indirect taxes secured elasticity in the tax system, although more emphases was laid on 
direct tax. The tax structure was a broad one and cover most people within its fold. The taxes were 
varied and the large variety of taxes reflected the life of a large and composite populations. 
              However, it is Kautilya’sArthshashtra, which deals with the system of taxation in a real 
elaborate and planned manner. This well-known treatise on state crafts written sometime in 300 B.C. 
when the Mauryan Empire was as its glorious upwards move, is truly amazing, for its deep study of 
the civilization of that time and the suggestions given which should guide a king in running the State 
in a most efficient and fruitful manner. A major portion of Arthshatra is devoted by state landlordism 
and the collection of land revenue formed an important source of revenue to the State. The state not 
only collected a part of the agricultural produce which was normally one sixth but also levied water 
rates, octroi duties, tolls and customs duties. Taxes were also collected on forest produce as well as 
from mining of metals etc. Salt tax was an important source of revenue and it was collected at the 
place of its extraction. Kautilya described in detail, the trade and commerce carried on with foreign 
countries and the active interest of the Mauryan Empire to promote such taxes. Goods were imported 
from China, Ceylon and other countries and levy known as a Vartanam was collected on all foreign 
commodities imported oin the country. There was another levy called Dvarodaya which was paid by 
the concerned businessman for the import of foreign goods. In addition, ferry fees of all kinds were 
levied to augment the tax collection. 
Income Tax InIndia: 
         The 19thcentury saw the establishment of British Rule in India following the Mutiny the 
Mutiny of 1857, the British Government faced an acute financial crisis. To fill up treasury, the first 
Income Tax Act was introduced in February 1860 by James Wilson, who become British-India first 
Finance Minister. Henceforth, there were many developments in the field of taxation. The tax system 
was modeled largely on the lines of the British System prevailing then. 
          The history of Income Tax in modern India dates back to 1860 when the first Income Tax Act 
was introduced and which remained in force for a period of 5 years. This Act lapsed in 1865. 
Thereafter Act-II of 1886 was the next landmark. This Act of 1886 was a great improvement on its 
predecessor. The year 1918 saw the introduction of Act VII of 1918 which re-casted the entire tax 
laws. This Act was designed interalia to remedy certain inequalities in the assessment of individual 
tax under payers the 1886 Act. The Act introduced, for the first time, the scheme of aggregating 
income from all sources for the purpose of determining the rate of tax. 
           James Wilson, while introducing the IT ACT in 1860, quoted from Manu for levying income 
tax in the country. The Act received the assent of the Governor General on July 24, 1860 and came 
into effect immediately. It was divided into 21 parts consisting of no less than 259 sections. The 
silent feature of the Act was Income was classified under four schedules; 
i)    income from landed property; 
ii)    income from professions and trade; 
iii)    income from securities, annuities and dividends and 
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iv)     income from salaries and pensions. 
           Tax was imposed on each of these sources. Exemption limit for the general public was fixed 
at Rs.200 against the exemption limit of Rs. 4980.00 to the military and police and Rs. 2100/- for the 
naval and marine officers. Agricultural income was subject tax. The rate of tax was 2 percent for 
income ranging from Rs. 200 to Rs.499. And for incomes above this, 4 percent. Of the 4percent 
charge 1 percent was to be retained by provincial governments and 3 percent was to go to the Central 
Government. Compulsory returns were retaining to be submitted by all who were liable to tax. 
Except in Calcutta, the administration of the tax was left in the hands of the land- revenue officers. 
And the financial year commenced on August 1, 1860. 
            This first Act of 1860 yielded about Rs. 1.50 crores of tax revenue. This Act continued for 
five years before lapsing in 1865. The income tax receipt in 1860-61 was 1.1 million, 1861-62, 
2millions; in 1862-63, 1.9 million; in 1863-64, 1.5 million; and in 1864-65, 1.3 million. After the 
expiry of the Act, the important events in the history of tax laws in India were as follows. 
*1886 - license tax converted into the I.T. Act (Act 11 of 1886) 
*1916 – graduated rates of taxation on income above Rs. 2,000 Introduced 
*1917 – super tax Introduced; 
*1918 – I.T. Act of 1918 passed; 
*1919 – Act X of 1919 imposed duty on excess profits; 
*1920 – Act X of 1919 abolished; 
*1922 – Indian I-Tax, 1922 passed; 1939 – substantial amendments made to the I-T Act,  *1961 
– A New Act titled Income tax Act, 1961 was drafted came into force from April 1, 1962     This 
Act, with numerous amendments made time to time by various Finance Acts, 
is currently in force. 
The Indian Income Tax Act,1922 which came into being as a result of the recommendations of the 
‘All India Income Tax Committee’ is a milestone in the evolution of Direct Tax Laws in our country. 
Its importance lies in the fact that the administration of the income tax hitherto carried on by the 
Provincial Governments came to be vested in the CentralGovernment. It marked an important 
change from the Act of 1918 by establishing the charge in the year of assessment on the income of 
the previous year instead of the merely adopting the previous. The years income as a measure of 
income of the year of assessment. The Act of 1922 made a departure by abandoning the system of 
specifying the rates to be announced by the Finance Acts, a feature which survives to this day. The 
Act of 1922 remained in force till 1961, meanwhile, in 1956the Government had referred the Act to 
the Law Commission in order to recast it onlogical lines and to make it simple without changing the 
basic tax structure. Based on the Law Commission’s report, the income Tax Bill giving to its 
recommendations was submitted in the Lok Sabha in April, 1961. The Bill received the assent of the 
President on 13th Sept.,1961. 
               Income Tax is a form of direct tax, collected annually by the Central Government on all 
forms of income (other than agriculture income) and then shared with the states. Central 
Government levies income tax on the taxable income of individuals, Hindu Undivided Families 
(HUF’s), companies, co-operative societies and trusts. Income Tax department of India is directed 
by the Central Board for Direct Taxes (CBDT) and forms a part of the Department of Revenue under 
the Ministry of Finance. According to the Income Tax Act of 1961, a person whose total income 
surpasses a certain predetermined exemption limit, shall be required to pay a certain amount of 
income tax at the rate or rates, as prescribed in the finance act. Apart from remuneration for work 
(Income from salary), an individual may be charged Income Tax on this following list of incomes. 
 Income from salary 
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 Income from House Property  
 Income from Business or Professions 
 Income from Capital Gains 
 Incomefrom Other Sources. 
                Taxes like income tax, corporate tax, inheritance tax and gift tax fall under the category of 
direct taxation system in India. By contrast, indirect taxes are indirectly collected from someone, 
other than the individuals on whom they are imposed. Though this demarcation of direct and indirect 
taxes holds true in the perspective of economics, interpretations of both these terms may vary 
according to the difference in the contexts.                                                                                                                            
Conclusion: 
             Nearly 2000 years ago in Greece, Germany and Roman Empire, taxes were also levied some 
time on the basis of turnover and sometimes on occupations. In India the system of direct taxation as 
it is known today has been in force from ancient times. There are references both in Manu Smurti 
and Arthashastra to a variety of tax measures. It is KautilyasArthashashtra which deals with the 
system of taxation in elaborate and planned manner. The power to tax is an important element in 
governmental policies and is used not only to achieve redistribution of Income but also for attaining 
various social and economic goals. The taxation system is quite well structured, it has been 
tremendously reformed. The slabs for the imposition of taxes have been modified, yearly, 
globalization emphasized the need to minimize both efficiency and compliance cost of the tax 
system. 
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Table: 
Income Tax in India during 1990-91 to 2011-12 
Income Tax in India over a Period of Time 
 
Year Minimum 
Income for 
Tax 
Lowest 
Tax 
Rate 
Income at 
which Highest 
Tax Rate 
Starts 
Highest Tax 
Rate 
Highest Tax 
Rate Including 
Surcharge 
1990-91 22000 20% 100000 50% 56% 
1991-92 22000 20% 100000 50% 56% 
1992-93 28000 20% 100000 40% 44% 
1993-94 30000 20% 100000 40% 44% 
1994-95 35000 20% 120000 40% 44% 
1995-96 40000 20% 120000 40% 40% 
1996-97 40000 20% 120000 40% 40% 
1997-98 40000 10% 150000 30% 30% 
1998-99 50000 10% 150000 30% 30% 
1999-00 50000 10% 150000 30% 33.0% 
2000-01 50000 10% 150000 30% 34% 
2001-02 50000 10% 150000 30% 30.6% 
2002-03 50000 10% 150000 30% 31.5% 
2003-04 50000 10% 150000 30% 33.0% 
2004-05 50000 10% 150000 30%           33.0% 
2005-06 50000 10% 150000 30% 33.6% 
2006-07 50000 10% 150000 30% 33.6% 
2007-08 110000 10% 250000 30% 33.9% 
2008-09 110000 10% 250000 30% 33.9% 
2009-10 160000 10% 500000 30% 33.9% 
2010-11 160000 10% 500000 30% 30.9% 
2011-12 180000 10% 800000 30% 30.9% 
2012-13 200000 10% 1000000 30% 30.9% 
2013-14 200000 10% 1000000 30% 30.9% 
2014-15 200000 10% 1000000 30% 30.9% 
2015-16 250000 10 1000000 30% 30.9% 
2016-17 250000 10 1000000 30% 30.9% 
2017-18 250000 10 1000000 30% 30.9% 
2018-19 250000 5 1000000 30% 30.12% 
2019-20 250000 5 1000000 30% 30.12% 
